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CHAPTER 2 

PRICE ANALYSIS AND NEGOTIATION 
 

2.1 OVERVIEW 

The previous chapter outlined the steps required to initiate a task order and receive a proposal 
from an A/E consultant. This chapter addresses the steps necessary to award the task order to 
the A/E consultant. These steps include: reviewing the A/E proposal; establishing a negotiation 
position; developing pre-negotiation and negotiation memoranda to describe the negotiations; 
and documenting the final negotiated price. 

The purpose of performing a price analysis is to develop a negotiation position that allows the 
negotiator and the offeror to reach agreement on a fair and reasonable price while providing the 
offeror the greatest incentive for efficient and economical performance. The objective of the 
negotiation process is to reach a complete and mutual understanding of the detailed scope and 
cost of services to be provided. Without this understanding, it is impossible for the A/E 
consultant to provide a quality product. Any misunderstandings may cause errors and omissions 
during the design phase resulting in problems during construction when corrections can be very 
costly. 
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2.2 PRICE PROPOSAL 

A Price Proposal is required from the A/E consultant for a task order and for task order 
modifications involving cost adjustments, either upward or downward. The A/E consultant’s 
Price Proposal is prepared on a spreadsheet. The spreadsheet for the consultant is created by 
the COTR deleting the hours and other expenses from the IGE document and providing the 
modified document to Acquisitions. The only information remaining on the spreadsheet is the 
tasks, the disciplines, the hourly rates and the non-price information on other costs. (See Exhibit 
1.4-A with the hours deleted.) Both a hard copy and computer link to the SOW, IGE and any 
revisions should be provided to Acquisitions. 

The A/E consultant may add, delete or modify with justification provided at the time of the price 
proposal the tasks and the personnel positions listed on the spreadsheet. The A/E consultant 
then places its estimate of hours and costs onto the spreadsheet, which becomes the A/E 
consultant’s Price Proposal, and submits this to the Government prior to the negotiation 
meeting. Any changes to the tasks, disciplines or other direct cost areas of the spreadsheet 
become discussion topics for the negotiation meeting. The A/E consultant may also submit 
suggestions for changes to the SOW to include effort, schedule and deliverables. The 
Government should consider the suggestions and may accept, reject or modify them as part of 
the negotiations. Exhibit 2.2-A provides an example of a COTR’s request for a Price Proposal 
review by technical disciplines.  

The A/E consultant may provide a Job Classification/Responsibility List for disciplines for which 
the Government may require a more detailed description of the job duties of each A/E 
consultant personnel position listed on the Price Proposal spreadsheet. 

The following are items to review or points to consider when evaluating a Price Proposal 
submitted by an A/E consultant: 

• Review work items (and/or task item breakdowns) and determine validity. 

• Are the labor hours and type of personnel assigned appropriate for the task? 

• Are the labor hours appropriate for the personnel category? 

• Do all the subtotals (task labor hours, personnel category and others) add up correctly? 

• Does each personnel category have the correct current year salary rate as established 
in the IDIQ contract? (Obtain the IDIQ information from Acquisitions.) 

• Are the direct costs appropriate and reasonable? Have unit costs been established in 
the IDIQ? 

• Are any direct costs typically overhead costs? (Obtain overhead cost data from 
Acquisitions.) 

• Is the overhead factor correct as established in the IDIQ? 



Price Analysis and Negotiation EFLHD October 2005 
 
 

Price Proposal EFLHD 2-3 

• Are all calculations correct? 

• Are the escalation rates for multi-year contracts those established in the IDIQ? 

Exhibit 2.2-B provides a typical example of a Price Proposal evaluation by a COTR. For an 
additional example, see the BLRI Price Proposal Evaluation on the EFLHD server at 
M:\Projects\AE Manual (where M: = fhfl15ntc\data). 
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Exhibit 2.2-A COTR REQUEST FOR A/E PRICE PROPOSAL REVIEW 
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Exhibit 2.2-B PRICE PROPOSAL EVALUATION BY COTR 
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Exhibit 2.2-B PRICE PROPOSAL EVALUATION BY COTR 
(Continued) 

 

 

 



Price Analysis and Negotiation EFLHD October 2005 
 
 

Negotiations EFLHD 2-7 

2.3 PRE-NEGOTIATION OBJECTIVE MEMORANDUM  

Pre-negotiation objectives establish the Government’s initial negotiation position and are 
documented in the Pre-negotiation Objective Memorandum (POM). The objective is based on 
the results of the analysis of the A/E’s proposal, taking into consideration all pertinent 
information including field pricing assistance, fact-finding results, the IGE and the price histories. 
The analysis includes a verification of the A/E consultant’s formula/calculations for accuracy. 
The COTR provides Acquisitions the information needed to establish pre-negotiation objectives 
before the negotiation of any pricing action. The scope and depth of the analysis supporting the 
objectives is directly related to the dollar value, importance and complexity of the pricing action. 
The Government's pre-negotiation objective has substance, rationale and detail sufficient to 
explain to a third party how the overall reasonableness of the proposed prices were determined 
and how the objective represents a fair and reasonable amount. If the negotiation objective 
exceeds the IGE and funding document, then the COTR requests additional funds prior to 
commencing negotiations. (See Section 1.5.) 

The POM is written by the Acquisitions staff, marked “For Official Use Only” and included with 
the package that is forwarded for CO signature. See Exhibit 2.3-A for an example of a POM. 
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Exhibit 2.3-A PRE-NEGOTIATION OBJECTIVE MEMORANDUM 
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Exhibit 2.3-A PRE-NEGOTIATION OBJECTIVE MEMORANDUM 
(Continued) 
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Exhibit 2.3-A PRE-NEGOTIATION OBJECTIVE MEMORANDUM 
(Continued) 
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Exhibit 2.3-A PRE-NEGOTIATION OBJECTIVE MEMORANDUM 
(Continued) 
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Exhibit 2.3-A PRE-NEGOTIATION OBJECTIVE MEMORANDUM 
(Continued) 
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Exhibit 2.3-A PRE-NEGOTIATION OBJECTIVE MEMORANDUM 
(Continued) 
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2.4 NEGOTIATIONS 

The negotiation meeting or teleconference is conducted between the Government team (usually 
the COTR, the CO and others as needed) and the A/E consultant team. In addition to members 
from its team, the A/E consultant usually includes representatives from the subconsultants as 
well. The intent of the negotiations is to reach an agreement between the Government team and 
the A/E consultant team on the SOW requirements, level of effort, risks, costs and 
tasks/schedule(s) included in the task order or the task order modification. 

Prior to the negotiation meeting(s) with the A/E consultant, it is imperative that the appropriate 
Government personnel (Acquisitions, the CO, the COTR, the CFT as applicable and others as 
needed) review the A/E consultant’s proposal (including modifications to the SOW and 
schedule), compare the A/E consultant’s Price Proposal against the IGE, identify key 
issues/items for discussion and accomplish the pre-negotiation objectives. Prior to meeting with 
the A/E for negotiations, each team member’s role must be understood and agreed to. If the 
COTR requires clarification of items on the A/E’s proposal, the COTR must coordinate with 
Acquisitions, which will then determine the best process to obtain the information. 

All members of the Government team must be willing to enter into negotiations without 
preconceptions of “written in stone” results. To be successful, all members have to be ready to 
discuss items with an open mind and to listen to and consider the A/E consultant’s opinions and 
position. Both the Government team and the A/E consultant team must enter into the sessions 
with the opinion that the results will be win-win and that the Government will pay a fair and 
reasonable price, allowing the A/E to achieve a reasonable price for its work. 

During the negotiation meeting(s), portions of the SOW may need to be revised due to changes 
in work requirements or funding availability or due to resolution of any disagreements between 
the A/E consultant and the Government about portions of the SOW or levels of effort. If the 
negotiations require revisions to the SOW, it should be revised immediately after the negotiation 
meeting to reflect the revisions agreed to in the meeting. Revisions may include specific tasks, 
general requirements, deliverable expectations, level of effort and schedule. Acquisitions will 
provide the final SOW and final costs to the A/E consultant for signature actions. 

Negotiations are also intended to reach an agreement on the cost of the effort defined in the 
SOW and the IGE and presented by the A/E consultant in its Price Proposal. The IDIQ contracts 
usually contain pre-established hourly rates. Therefore, the negotiations must focus on the 
hours required for the tasks, the positions under which the hours are applied and other direct 
costs such as copies, mailing and travel expenses. During negotiations, the Government team 
should not disclose the information in the IGE to the A/E consultant. 

Acquisitions must document the minutes and results of each negotiation meeting using a 
Negotiation Memorandum. Documentation should include agreed to changes in the SOW, as 
well as cost agreements and other relevant information. 

See Exhibit 2.4-A and Exhibit 2.4-B for examples of an initial SOW and IGE for an environment 
task order; see Exhibit 2.4-C and Exhibit 2.4-D for examples of the revised SOW and IGE after 
negotiations. For an example of a revised highway design task order, go to the EFLHD server at 
M:\Projects\AE Manual\DEWA SOW and IGE Revision (where M: = fhfl15ntc\data). 
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Exhibit 2.4-A INITIAL SOW 
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Exhibit 2.4-A INITIAL SOW 
(Continued) 
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Exhibit 2.4-B INITIAL IGE 
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Exhibit 2.4-C REVISED SOW 
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Exhibit 2.4-C REVISED SOW 
(Continued) 

 

 



Price Analysis and Negotiation EFLHD October 2005 
 
 

2-20 Negotiations EFLHD 

Exhibit 2.4-D REVISED IGE 
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Exhibit 2.4-D REVISED IGE 
(Continued) 
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2.5 PRICE NEGOTIATION MEMORANDUM 

The Price Negotiation Memorandum (PNM) provides a narrative of the process by which the 
A/E consultant (offeror) and the Government (negotiator) arrived at a fair and reasonable price. 
The FAR and TAR require the preparation of a PNM on each negotiated procurement as 
indicated below. 

Acquisitions documents in the task order file contain the principal elements of the negotiated 
agreement. The documentation shall include: 

• The purpose of the negotiation. 

• A description of the acquisition, including the base contract and the task order number. 

• The name, position and organization of each person representing the A/E and the 
Government in the negotiation. 

• A summary of the A/E’s proposal and field pricing recommendations, the Government’s 
negotiation objective, and the negotiated position. 

• The most significant facts or considerations controlling the establishment of the pre-
negotiation objectives and the negotiated agreement including an explanation of any 
significant differences between the two positions. 

• Documentation of fair and reasonable pricing. 

The COTR, Acquisitions and Legal Counsel sign the PNM. If negotiations result in an 
agreement higher than the current Purchase Request, the Purchase Request must be adjusted 
before formal acceptance of the negotiations. The CO is the final approval authority for all task 
orders and task order modifications issued under the IDIQ contract. See Exhibit 2.5-A for an 
example of a PNM. 
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Exhibit 2.5-A PRICE NEGOTIATION MEMORANDUM 
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Exhibit 2.5-A PRICE NEGOTIATION MEMORANDUM 
(Continued) 
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Exhibit 2.5-A PRICE NEGOTIATION MEMORANDUM 
(Continued) 
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2.6 PRE/POST-NEGOTIATION MEMORANDUM 

A combined Pre/Post-Negotiation Memorandum (POM/PNM) is acceptable and can be used in 
lieu of the separate POM and PNM forms if it provides for the pre-negotiation position and 
objective as well as the negotiation outcome. Acquisitions is responsible for providing 
documentation of this negotiated agreement in the task order file. 

The following reviews and approvals are required for the POM and the PNM under TAM 
Subchapter 1204.70 – Review and Approval of Contracts and Contract Related Documents. 
(See http://fasteditapp.faa.gov/dot/do_action?do_action=ListTOC&contentUID=1.) 

The CO responsible for the acquisition shall review the solicitation, the POM, the PNM and the 
task order or task order modification, as applicable, prior to the other reviews required by this 
subchapter of the TAM. The CO has the authority to approve all proposed solicitations, pre-
negotiation objectives, documentation of price negotiations, task order awards and task order 
modification awards valued at or below $500,000. (See Exhibit 2.6-A and Exhibit 2.6-B.) Actions 
exceeding $500,000 shall be approved by an individual at least one level above the CO 
responsible for the acquisition. (See Exhibit 2.6-C.) 

All solicitations, POMs, PNMs, task order awards and task order modification awards expected 
to exceed $500,000 shall be reviewed for legal sufficiency. 

http://fasteditapp.faa.gov/dot/do_action?do_action=ListTOC&contentUID=1
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Exhibit 2.6-A PRE/POST-NEGOTIATION MEMORANDUM 1 
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Exhibit 2.6-B PRE/POST-NEGOTIATION MEMORANDUM 2 
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Exhibit 2.6-C PRE/POST-NEGOTIATION MEMORANDUM 3 
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Exhibit 2.6-C PRE/POST-NEGOTIATION MEMORANDUM 3 
(Continued) 
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2.7 A/E PRICE AGREEMENT 

After negotiations have been successfully completed, the A/E consultant may document its 
understanding of the negotiations, including the final fee amount, and submit this documentation 
to the CO. Having the A/E consultant document its understanding of the negotiations serves two 
purposes: it ensures agreement between the A/E and the Government, and it serves as an offer 
to the Government that the CO can accept and award without an extensive duplication of 
paperwork. 

If good faith negotiations with the final selected A/E consultant do not produce an agreement on 
price in a predetermined reasonable period of time, then it is the CO’s prerogative to terminate 
negotiations. If this is the case, the CO will obtain a written final proposal revision from the A/E 
within an acceptable time frame and notify the A/E that negotiations have been terminated. The 
CO can then begin negotiations with the second selected A/E by retracing the steps outlined in 
Chapters 1 and 2 of this manual. 
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